MEMORANDUM FOR THE DIRECTOR 




19 Moveafeer 1949 


Subjeoti TREATMENT OF SPECIAL FUNDS OVERSEAS 


1. in n conference with the Exesutlve f«r PtrwBMl 
«nd Adainlstratlon, the Chief* Finance SiTl«i«a, liafutnttUm 
of hpeolol Fwdi and the General Counsel's Offl** * it «m 
considered daairable to Itwwa aortaln baalo prabioM mb* 
corning th* tre stolen t and handling of Special Into oontu 
vith proper official* of the Cenerol accounting Office* toetri- 
lngly* a conference vu bold on tin of ternoonof 1C MOveatoer in 
th# Office of the General Co woo *1 of tin Ceaevtol Ac c o unti ng 
Office* with Mr* Fisher* Assistant General Counsel* d*0| . Mr. 
Johnson* Assistant Chief of tho Audit Division* OAOj nr. Bohol a* 
Chief* Special Fundt) and Mr. Houston end Hr*-Warner of the 
Conors! Counsel •• Office. The purpose vac to 'discuss too 
basic problem detailed belev. In sash earn the procedure 
or thairy practised by Special Fuads is %• norual 

Ooveraaeat regulations* but in both oases it das fait by 
representative* of CIO that them practices and theories 
sore neoeseary to operation and jus till able in view of the 
epooisl olreunatonee* and the controls exercised by Special 
Funds* it vas felt that it would bo inadvicable to softoMt 
a written opinion fro* OAO or even a ftm oral approval! the 
*oet it vas planned to aehieve vas* by explaining vhat tpoeial 
Fuads proposed to do and hov they proposed to do it* to put tho 
offloo on record that it hod kept tho interested Covervwt 
offloo inforned* and so to forestall any arltiolatn of bid faith 
or negligence in possible future investigations or special situa¬ 
tions • 

*• The first problem dieoueeed concerned the practise 
of oons ids ring foreign currencies purchased by gpooial Fuads aa 
"oewaoditlec* to tho sane intent as Other property used fir 
operational purposes* It vas explained that these foreign 
eurreneiea are obtained in verieua and often devious naanera* 
and* that vhilo full aooountahili ty la kept of tho eventual 
expenditure of the foreign ourreneiea# for practical purposes 
it is desirable to ooasliiir tho Aaerlcan dollars used in the 
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purchase as expended. This permits stock-piling of retired 
foreign currencies in all parte of the world against projected 
operations* Such stock-piling is necessary to sertrioe world 
wide seorot intelligence operations* the successful performance 
of whieh requires long range planning and preparation* in 
ordinary exchange transactions* the foreign eurreneies would, 
be •money* ai much as the dollars with whieh they ere bought* • 
but ones purchased sad committed to future clandestine ope ra¬ 
tions * they leee their exehengesbllity and bee ewe » in effect* 
commodities Which ere etrrlod ever for expenditure beyond the end 
of the flseal year as ere ether commodities* and wet credited 
book to the eld appropriation and charged to the new* a* dollars v 
would be* Admittedly this in of feet supp l e m e nt s the appr op arls- 
tien* Hcwewar* it wee ths eententlea of representatives Of 
610 that this la not objectionable if good faith la aaihteined* 
l*e** just ee long a* the aauawnte at oak-piled for the eueeeeslve 
fleeal year are for the direct aupport of continuing ar definitely 
foreeeeable needs*. Mr. Plsher stab*# that* while he had not 
given the nuatter mush thought* he wtrald here fu med that 616 
would have to steak-pile currencies for Ite eenfidential opera¬ 
tion e, salt was obviously s nooossary novo. Me een eurred that 
the question of . bed faith was the Important point# stating that 
if ,616 put in reports of a million dollars a month for pvrehase 
of foreign eurrenelee throughout the year and then in dine* nt 
the end of the fiscal year* reported ten million* they would 
immediately question the last report on tha grounds of bed faith* 
Mr* Houston* referring to Mr* Behols for confirmation* ensured 
Mr, Fisher that 6X6 would eo maintain ita foreign oxohanga 
nativities that it oould *t all times ahow that the aurroaoloa 
purohesed ware for reasonably forooeeahle expenses of projected 
operations. It was Mr, Fisher*s informal opinion that such a 
shewing would bo satisfeebery in ease of geaerhl investigation* 
or on Individual items* end that within euoh bounds 

of good faith it would bo proper to consider as expended *!! 
dellare exchanged for foreign eurreneies* 

9, Xm connection with this discusolon* s spooifie 
ease wee discussed concerning an except ion taken by Mem Accounts 
Division ef 6A0 to a report of miscellaneous receipt* mode some 
months previously. In brief* the situation arose bseawee Spool al 
Funds had made eetual payment in the local eurrensy is China of 
certain vouehered obligation** The traneaotlono were reported 
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bock on proper vouchers, and Special Fonda vas reimbursed here 
by vouohored funds in dollars* This amounted to a recon vereion 
of the local currency into dollars by Special Funds* Here there 
ess in effeot a mere exchange transaction on the part ef Special 
Funds} dollars converted te foreign eurrency with the intent to 
receive dollars again for this surranay* In such an exchange 
transaction, any profits realised would be in fast an improper 
supplement to the appropriation* Wader normal elreumataneea any 
such profit would be severed into the treasury as s missellaneous 
receipt* Due to the various and often scnpllested mssns by which 
the foreign currency in question was procured# it was found to be. 
as a practical matter. Impossible to set s seat value on the 
•urrenslea with any degree of eeeuraey. and it was consequently 
equally Impossible to estimate accurately the amount of 19 m 
profit involved* Xn order te avoid possibility of an I m p r o p er 
supplement to the appropriation, it was desidsd that tha full 
amount of the dollars reimbursed te Spoolal Funds, whisk was in 
off sot s reconversion. should be severed bask into tha Treasury* 
This was dona, and profits plus seat ware termed in as mlssellane* 
one receipts. At the tins the first report was mode# the fast 
and amount of eurrensy commodity assets In China ears eensldared 
most confidential* Consequently, the report te the Treasury of 
miscellaneous receipts was mods without detail other than the 
statement that it was the proceeds of- a sals of a cemnedity* 

The Audit Division of 9A0 tosh an exception to the reports re¬ 
questing further lnfermatien* 

4* This situation woe outlined to Mr* Flaber end 
Hr* Johnson. They expressed surprise that the report had boon 
made at all. inasmuch as had th# money refunded bean spent for 
confidential purposes the# would never have bean aware of the 
transaction. It was pointed out that there was always tha 
possibility of an investigation of the handling of un wwwh e rod 
funds. In which event 0X9 wished to be in a peel tie* te shew 
that# insofar as it was eporstionally possible, no difference 
wae made in tha use of vewehsred and un vouch#red funds* - Xnao- 
BEttah as vouohored funds would report profit am exchange trane- 
actions, unvowehsred should do likewise, in order to isrooteH 
any claim that th* appropriation had bean supp l e m e nted I* an 
improper sad unjustified manner* nr* Hiker thought that 
perhaps Special Fuads bad leaned over beekwards in this matter 
hut certainly saw nothing ebjestieaable fro* the 949 paint Of 
view, and Hr# Mums statod that if wt would woke a very brief 
written explanation directly to him with reference to this 
conversation., he could arrange to take sere of the exception* 
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Mr* Fisher expressed surprise that this mutter hsd been 
considered so confidential in Tie* of the foot* us stated 
shore# thst he hsd automatically assumed an intelligence 
agency would hare etoek-pllaa of foreign currencies. it 
was explained that it was not the existence, but it was the 
amounts# whereabouts and usee to Oil oh put that might bo ex¬ 
posed in any voucher explaining such a transaction. zt wee 
agreed#' howevfr, that on past transactions the security prob¬ 
lem was reduced to the extent that Old would bo able to satis¬ 
fy Hr* Johnson on any specific eases that arose* 

6* The second bssle problem discussed bad to 
do with the treatment of dollar adreases sent orare#as either 
for expenditure as dollars or for later oonrereion Into foreign 
currency. These dollar adrsneos would bo made by any of three 
agent-cashiers in this country to disbursing of floors of 
missions or to lndividuala overseas. Booh ageat-eashier is 
bended in theremount of $900,000, end sen requisition funds 
from the Treasury only to the extent of his bond* Who* the 
agent-cashier sends dollars ewerseas* in strict theory ho la 
making advaneae to bo aooountod for later* It they are treated 
moroly as advaneae, he may not request reimbursement from the 
Treasury until ho has completed the accounting*, unless the 
Treasury were willing to allow each agent-eashler to oarry 
huge outstanding advanti«s for in excess of Ms bond, it mas 
stated to Mr* Fisher end ttty Johnson that the desirable 
procedure would be to trOat overseas dollar advances# for the 
purpose of replenishment to agonb-ouahlers only, aw aotmal 
expenditures* Thus# if one agent-cashier had forwarded Ibis 
full $8O&*O06 f he would submit a vouchor for the Mrecter's 
signature that the funds involved had been properly expended 
for confidential purpeaoa* This voucher mould be eoeoj^tble 
to Sr*' Bronnen of the Treasury as an aeeeuntlng, end ho'mould 
thereupon advene* further funds to the agont-eaahicr to the - 
full extent of his #200,000 bond. It was made qulteelear that, 
in spite of "this' practice < for replenishment • purposes, complete - 
accountability reeerds ere maintained et all times en thsio 
dollar advances, so that the agency records eventually produce 
the same information as if the dollar transfers wore in all 
respects treated as advances* 

6* Zt was further pointed out that records mare 
maintained which would Indicate at tho end of the fideal year 
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ths amount of outstanding dollar advances overseas# and this 
amount would bo eradltad book to tha old appropriation and 
charged to the new# so that there would In no way be a 
supplementation of any year’s appropriation* It wan fait 
that thla ye ar-end adjuatmant obviated any olalm of bad faith* 
Hr* fisher asked how this reimbursement of agent*e«shiers had 
boon handled in tha past* It oat stated that tha proeadura 
outlined above had# In fast# bean used* In view ef thin# Mr, 
fisher aald ha would advise that Old eentlnue to use this 
praotlee until sueh Urns as dA9# for one resoen or anothsr* 
might request that tho prsstiee eeseej ha turns* to ir. Johnson* 
who said that that would be his advise aloe* Bo did not ateta 
that &A0 would* of its own volition# request Old to ehange Its 
prootloo in this matter* but said it was always possible that 
investigation or somo speeial Incident might eenpol thorn to 
require different handling. It was pointed out by tho Old 
representatives that the proposed pros ties created a toobnloal 
inaaeuraey* as tho Sireeter would bo certifying to tho expendi¬ 
ture sf funds ohieh# in striet theory* woro only advaaaod. 
However* those advance* wore made not as general adwsmooo* 
but wars for expenditure on spealfle pro jests approved in 
advance# and if not ao expanded* wore brought book in tha 
appropriation. Mr. flahar said that if sueh vouchers wars 
aeeeptable to Mr. Brennan# his advise was to oomtiwao tho 
praetlos so one nee*sasry to carrying on operations* 

7. It is felt that tha discussion of tha too prd»- 
loms# as outlined above* served the desired purpose* did ob¬ 
tained the benefit of tha advise from those officials boot 
qualified to pass on suoh quastiona. I* offlolal ruling or 
opinion was obtained# and tha attitude of Mr* Johnson and 
Mr* fisher# while extremely friendly* showed that official 
rulings might sell bo advorsa ta the needs of did* Although 
tho dissuasion was unofficial and off tha retard# it in felt 
that a frank discussion of suoh fundaauntcl padilsaa with the 
donoral Accounting Of flea Indleated tha good faith of these 
in shargs ef eonfiddntial funds# and thus not only foweatelled 
possible future arltioism but also aided tho already friendly 
relationships with the General Accounting offios. in this 
eonnoetien# Mr. piahsr said ha wan sure further efforts would 
be node to investigate past intelligence eonfidsntial oxpoadi- 
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turee# but Implied that tha pressure would come from Congress 
and not hi a of flea, fie stated# as was vail, known# that Hr* 
Warren# the Comptroller Oeneral# waa opposed to tha use of 
confidential funda and they would be laereaelngly hard to ob*» 
tain* The 619 representatives stated that In ease CM© had 
any specific inquiry it iraa felt that satisfaction eould bo 
given without impairing tha aaeurity of the aonfldontial 
expenditures# and that if Wr* Warren or hit doaignee wished# 
0X9 would bo glad to di souse its system of regulations end 
controls over the expenditure and aaeountlng of unvouohorod 
funds* 
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